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The highly developed Czechoslovak industry represents the ‘chief sourece of

strex_lgﬁth in the Soviet economis~political plan, and it ranks first among the
other countries within the Soviet orbit. Ty4g Soviet plan Xx comprises

all the countries who are members of the CEMA (Council o;f;“ Economie Mutusl
Assistance). Within it, Czechoslovsk industry has a manifold significance

as it supplements the 8oviet industrial production in the fundamentals of

Tod e 2ea
heavy and war industry; iispecial machines and parts for Soviet domestic pro-
& f{:c&
duetion' component parts for war production; tut:al items in heavy as well as

do%u».( ‘
light industry, In the latter category are shoes, cenfections, textiles, :

leather products and products of canning factories.

The Czechoslovak industry is asslsting mpterlally in the mechanization
of the other countries belonging to CEMA; their armament program; e.nd light
industry which im the other countries has ﬁ;ﬁj&;;reloped’%; Qwa;s existent Lo
a minimal degree.

Czechoslovakia is also earrying a heavy industrial program of her own,

and 1s extending even further the existing indusirial plants and undertaking :

~ full industrialization of Slowakia. This entire program is impleented from -
her own resources.

Unfortunately this load does not mean any economie progress or advantage
for the country itself; it is actually injurious and causing serious disruptions.
in the economic as well as financial setup. ’ Z

The davelop;enil; of the Qzechoslovak indusiry can be divided into three
principal periods. The first stage represents the period of actual expangion

SRV
4n which production was aimed fmr the best interests and prosperity of the .

.

country, ' The second stage is represented by a partial zjéatriction‘of this
expansion due to the increasing demands of the USSR, not gonly for itself
but for the other countries within its orbit, At this time by intr’oduoing
new methods and reorganization, it was étill posgsible to 5meet these demands e
and maintain economic stablility., The third stage, which repmesents the present v ;
time, ie characterized by a complete destruction and dia:;uption of the native '

economy and a one-sided orientation of the total industry for the benefit

of the Soviets) which has resulted in the present chaotis situation and lowered -
living standards. §§G 7
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These periods can be describsd as follows:

1. 1945-1948 - Two-Year Plan peried which represented a healthy expansion ,
&n@iﬁﬁS&;h st geared to USSR needs, domestic mmmds consumption as well

as world markete were taken into considsration,

2. 194961950 First two years of the Five-Year Plan which represented fell
use of the increased productivity and emperience gained dhring the Two-Year
Plan., During this time some consideration to domestic economic welfare

was glven, even though new and increasing demands by the USSR and its sate-
1llites were straining some sectors of the economy.

3. 1950 - 1951 (Constantly increasing demands of the Soviets, partly resulting
from the change in the Soviet basie plan, and partly due to the unreasonable
stepping~-up of the entire program, -he¥/caused ceomplete cessabtion in some
branches of industry, such as #e light industry, and a sirictly one-sided
trade sé far as Czechoslovakia is concerned. This has naturally brought about
a chaotic disruption of the domestic economy.

The foregoing is an unhappy picture of the dituation from the Czechoslovak
viewpoint,

From the viewpoint of the USSR , the Czechoslovak industrial potential has
been raised to a maximum, and has been instrumentasl in fulfilling the total
plan of the USSR and CEMA, As a matter of record Czechoslovak industrial
productivity has now eurpaased in volume by many percent the highest prewar
level and reached a point where the country ranks among smme of the largest
industrial European states. In spite of this straining of its economy to the
utmost, 1t domwicouwfimkkidodx has not added to the country's wellbeing, bX
quite the opposite.

, So that a true evaluation be made of the Czechoslovak nation's position
( and contribution to the total UBS?{and CEMA program, & synopsis of the periods
listed above is necesaary.

In the first period (Two-Year Plan) a sound foundation was laid for today's
high productivity and maximum exploitation of Czechoslovakia. However, at this
time living standards were higher than ever, and a favorgble public opinion
towards the new regime (KSC) was cmeated, Non-communists, though not actually
in favor of the regime, were lulled into inactivity by the initial successes of
the program’, hence actual opposition was parglyzed as weias the pasgive resis-

tance of the wavéring middle groups, who were neither gommunists nor Anti-Communists. v

R
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The main object of the Two-Year Plan was to achieve within two years
or less a full reconversion to peacetime production and to increase the
prewar industrial productivity by at least ten percent, This was done,
and economie stability with a firm foundation for future development
followed as a matter of course,

It seems that the Two-Year Plan and its immediate results were super-
fleially regarded by the western eritics, and its full import and significance
waré underestimated. This erroneous concept is carried over and gives  -,.
basis to many unrealj.stic viewg of the present day Wv
in Czechoslovakia; also to serious underestimates of the present value of
its considerable contribution to the USSR economy and the war potential of
the entire Soviet bloe (CEMA group),

It should be clearly understood that without the successful Two-Year Plan
the truly enormous industrial produetivity of te ecountry could not have bsen
accomplished, There is no question here of economic stability within the
country itself; it has been grossly exploited by the USSR; its industry
overexpanded only to meet the ever increasing demands of the Soviet and GEMA
program, The Five-Year Pjan was based on thes initial success and was a natural Ceuwe -
sequence ) Mot acecens.

At this time some basic conditions and f:rime causes should be considered.
The advantages of ‘a%t planned economy over a capitalist¥#e one consist of a
total lack of compatition;iﬁ;aﬁm‘é:{r of surpluses since production is set in

accordance with previously established consumption meeds. Then too s enormous

Investments and are made possible.

A
The original Five-Year Pjan was intended to W the years 1949 - 1953

The first year passed calmly and accomplishment was in the main satisfactory.
It was noted that in some sectors the goals were set too high, not enough time
being allotted to the purely preparatory phase of certain activities. (In these
provisions must be taken into consideration the problem of man-power, since the
Plan depended on more psople being available ix for work in heavy industry,
xwdoax mining, metallurgieal plants, ete.
Basiec, /Zmported raw materials were more difficult to obtain and this ifrrtu:m
s caus% various stoppages in actual productivity.

Then % considerably greater difficulties were causgm gﬁgpolitical
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people, resppnsible Ain the overall organization ,-b;-ﬂ;e!r exchang

cadres,
especially in management and most responsible positions. Politieal ap-
pointees without the necessary technical skills Qi‘épladied experienced
people, who in turn were placed in subordinate pésitions, or worse yet
into other branches.

This polic); alone, caused great losses; leng}{’;hfaning of time processes
required to complete manmfacture; in poor or lesser quelity of articles
manui‘actured;?ncreased production costs and lowering of working morale.

These obstructions were not irremovable and did not represent a serious
menace to the ultimate success of the Plan ifﬂts further progress had been
conducted according to the original ldea, and if/ eventually the original f)/ku.
could have been amended to meet the new and increasing demands.

The Five-Year Plan was formulated under the new political conditions,

i. e, since February 1948. Therefore these radical changes were reflected
in both the structure and the content of this new, future, economie, long-
term plan, _

It called for the completion of the _$ccia112ation of Czechoslovakia and ﬂ—&
discontinvance of private enterprise. A small ingignificant portion of
private enterprise wns left indisturbed, as long as it did not influence the
economic political state administration, nor have any effect on cooperation
witl?meSSR and the orientation of the Czechoslovak program into the total
Sov:lle(t plan., Even within the original framework of the Plan, foramost
consideration was given to the needs of the USSR and the other countries
within the Soviet orbit. 7

Though the USSR requirements were quite large, their total extent at
this time ecould é,til“};i]ﬁ@, incorporated into the economic plan without sub-
gtantially disrupting the national economic situation., However as a natural fow -
sequence shipments to the West were greatly reduced. Compensatioﬂ for this
loss of trade and imports /:ve.s to be furnished by the USSE in the form of
increased shipments and finaneclal 'aid, prineipally for purchases made a‘broadj
7 said purchases would also %ﬁ gold.

The above agreement was reached at the beginning of 1949 at Moscow, when

a special governmental d elegation from Gzechoslovakiaj headed by Zapotocky,

was there, This delegation consisted of Ministers Gregor, Clementis, Dolansky,
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Minister(ffheidentally this was his only journey, during bis term of officey 25X1A

Preliminary dlscugssions of this agreoment were made directly between
Stalin and Gottwald in Moscow in September 1948, at which time all economic
and politieal questions were settled between them, Gottwald then extended
his trip and spent some time in the Crimea. The purpose /L at thls time was
to assure the USSR of eettain basic requirements pending the development

s Gas il
of wh Thdustry.
N
Heavier impacts with more serious consequences to the Czechoslovak

economy were caused by the establishment of CEMA and the increased demands

, put into effectl, which wereyin accordance with the Sovietepromulgated plan.

The chief requirement of the plan was to furnish the other members of
the CEMA with basic necessities for building dptheir own, new, industrial
sconomy, and further, supplying them with the products needed for euwrrent
consumption., These latter products of Czechoslovakia had been directed
toward the West and were thus the principal source of foreign exchange
for Czechoslovakia.

In return aw for the baslc products Czechoslovakia waa to
furnish members of the CEMA, it was to receive from the% other members a supply
of those raw materials, of a secondary nature, which herstofore hd been pur=
chased more advantageously from the West., It was planned originally that
the difi‘erencea in exchange would be covered and guaranieed by the USSR,

The difference was to be made up by the USSR in go_l‘d. }

This change (direction of products to east from the west), however,
required modifications in the originai Five Year Plan, none of which im-
proved the nation's internal economy. It woilld have been poasible to find a

practical solution to this enigma, provided, that the USSR would have carried

e
e

out its part of the bargain and furnished both the gold and raw materials as
per its guarantee., Great gaps in this, however, brought along s train of dif- ‘k
ficulties, which,added to the ones mentioned earlier, seriously hampered
and endangered the orderly processes of industry so that chaos resulted.

More changes and reorganizations became necessary. To the public these
changes were made manifest at the segsions of the Central Committee of KSC

in February 1950, when acenouncements were made about certain changes in the

basie plan being inevitable, due to closer cooperation with the basic Soviet

line, and also as a result of national developments in bull ing up a Soclalist

el l.
I Vv nku\ ‘-’ @@%
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Even this pronouncement mentioned the urgency for fulfillment of the 25X1A
Five.Year Plan and the necessity for widening its basie requirements and
the need for especially speedy accomplishments in the fields of heavy
industry and heavy machine building. Thus, officially, it was made very
clear that the principal reason fori;:eorlentatlon of the Plan/ was the
urgent necessity &£ further aid in building up the economies of the
Soviet bloe for the defense of “peace’

These very first changes, which boded 111 for the internal Snecho:ﬂlovak
economy bacause the entire productivity of the country was geared to the

s o sty the umxa(,

USSR world-ruling ambitions/f& “frought about disputes and disagreements in
political circles, not only within the State apparatus but in the central
party apparatus as well,

; These disputes led to direct conflict with Moscow} thus in the fall of
1949/‘5118'561' of Foreign Trade, E. Loebl, was arrested and charged with anti-
state activities; laterf he removal and arrest of J. Planer, director of
foreign section of the Central Secretariatv,‘?t'%l'noval and arrest of J. Reilman,
chairman of the Office of the Prime Minister, and others wese directly a<
the result of Moscow crders. At about this time there was some publicity
given to new evidences of nationalist=anti-soviet and Titoist elements
found in Czechoslovakia.

In spite of all the difficulties and dissensions enumerated above,
due to the soundneda of the Two-Year Flan, the fact that there was a backlog
of supplies within the country, the people remained optimistic that these
obstacles insofar as internal shortages were ccncerned, were of a tempo~
rary nature, and that the extermal difficulties, such as iﬁﬂﬁf USSR
w up to its guarantees, wonld also be erased with 'pime.

Sushfvas the general feeling up to the beginning of this ye\;?t", when &
sﬁdden reversal of the general Soviet line set up a differen‘b line of
thought. Its change of pdlicy must have beén férmulated last year, but
in line with the usual Soviet #trategy, no one, not even those principally
concerned with carrying out itd policies, seemed to haveihad warning that

it was coming. Therefore, no one was able to formulate any opposition or

make any preparations to meet this new aspect of he Soviet line. (6)
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\ The entire Soviet program at the present time is based on th
! 25X1A
j possibility of war, Naturally the program does not stop with he USSR

! but includee all the other countries compeising the CEMA group.
‘It is impossible to set ome deffnite date when this radicalipsmess

change took place, inagmuch as all of the provisions of 'phe Pivé-Year Plan
(such as building of new industries, increasing of indus%:rial produetivity,
the stress on heavy indus’c:r"y; heavy machine building, industrializing of
backward areas, ete.) were just as useful for the furtherance of military
aims, as they were towards achieving the peaceful goals, as originally
promul@.ted.

It seems that the USSR considers only one country edowity becoming
almosd thaeqnﬁty—ef-—a partner, and that is the People's Republic of
China. —,

At the present time, the Soviet iine has awly stopped any further /

(
J

~

development of industries, or building;‘ new ones, but is stepping up demands

for continually increased produktion of the existent plants.

o i

(7)

-
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These were the reasons for the newdé‘rﬁands made on Cz~choslovak1a, and for 25X1A

the gre:t chenges in the Czechoslovak Five-Year Plen which were made at the ex~
pen se of the Czeclp slovak economy., <The “zechoslovak economic plan ﬁad to be
completely adapted to the chenged general line ©f Soviet economic and political
strategy. The purpose of“ this is now to bear the main burden of +the new over-
all Sovi_.’e"zc plan throughout the entire Soviet sphere, without regard for the
traumatic effect of this on the Czech oslovak ecaomy.,

It is not perhaps pointless to note here the main political motivation
of this change in the general line, a chanje which may not be discounted as &
piece of Communi st propaganda. lhis motivation is the féct that the degree
of wer preparedness, and the constantly increasing productivity of the Soviet
sphere, together 'with the fact that this sphere is approaching the capicity of
the V«’ést, are the most effect reason why the West will not risk starting a way.
&nd it is in line with the calculations of the ®oviet pian and with the real
capacity both of Soviet industry and of the industry of all the areas which are
today under direct comtrol of Moscow, that within five years the USSR will resach
the level of industrial production of the USA.

This, then,. is the third and last stage in the f‘eve@opment of the Czechoslowk
€C o omy.

In order to understend thi s stage more closely it is necessary to point oﬁt
thet Czechoslovakia is capable, providing certain necessary and sometimes drastic
end unpopular measures are teken, of $ulfilling the enormous nww demsnds placed -
upon its One of the fundamental measures of this type ts the new réorganization
of th: Five-Year Plan, which has already been carried out. This conéists in the
chenge of emphasis to basic and suppleﬁentary war end heavy industby, although
this does_not appear at fir st sight, since the principal emphasis of the first
draft of the Five-Year Plan was already on this type of production, The dilf'fer-
ence is that in the first draft of the Five-Year Plan this heavy industrial pro=-
duction was to serve the deve lopment of Czechoslovek industry and, secondarily,
thet of the other countries of the Shviet sphere, whereas under the new plan
further industriel development will be used without consideration f01; the effect
on the Czecho sl ovak economy. #s a matter of fact, the long-renge effect of this
on the Czechoslovak economy will be only negative, since the onesidedness of :

industrial producticn will impoverish the country.
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sed demsnds were not presented to bzechoslo=

The chenges and the new, increas
vakia all st once, but rather gradually. Only the final large section was pre=
sented suddenly, that section whiﬁh includes almost the entire industrial pro-
duction of Czechoslovekia. Originaily Czechos lovekia received only demands for

increased production and deliveries to the USSR, and these were on a small scale.

Even these demends, however, meent & change in the original econamic and production

plen, and met with & large number of cases of misunderstanding end disagreement
which were even over'b.':va’c times.

I, this comnecticn it stould be wderstaod that in many cases those fune-
tioneries who expressed themselves against specific measufes, end criticized the
zeneral line of the Party leadersﬁip)were not guilty of andi-Soviet or anti*Gom-
munist sympathies, but rather did not understand the reasons for these changes,
and sew in them only e threat to the econamic interects of Cz-choslovaekia. The
Party leadership, insofar as it was informed of the real reasons f"or these chan=-
ges - and it must be supposed that et least the leading l"eu"wr,y functionaries were
informed snd instructed fran Moscow - was not always able to explain in detail
the réeasons for the changes of policy. For this reason the Party leadership
has to suppg/ress the opposition, and to accuse them of insufficient political
maturity, etc. In many cases the Party leadership welcoxﬁed the opportuni'by to
rid the Party of mnconvenlently active and independent functlonarias) in the pro-
cess of suppressing Party democracy. Thls is true both of the purge which Slen=-
sky initiated and of the final removal of Slansky/hlmself. This was discussed
in detsil in the report of Slansky |

The USSR had an sxcallent chance to evaluate th—e—mpo-tantlal of Czechoslovak
industry and to determine the ﬁnal' potential of thet iddustry efter = period of
development; this was particularly true after 1949, when special Soviet missions
begen to come to Czecho ilovakia. {A separate report hasl been made on thess mis-
sions.) Over a period of time these missions could determine the ability of the
Bzechoslovek econamy to fulfill meximum demen ds, providing certain measures were
taken., On the basis of their reports Moscow prepered & plan for Czecho slovak
industry wifchin the framework of the new Soviet economic emd political strategy;

this plean was presentsd to Czechoslovakia when completed. It may be said that
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this is the final draft of the plan, because it involves the actual MEtimum

possibiéd produwtion from Czechoslovakia, and no further increase can be made
in the near future without a further expansion of the bases of production snd
modernizing existing ones.
This final demand, which requires fundamental éhange s in the original !ive=-
in deteil,
Year Plan, was presentedlxto’ the public at the February, 1951, meeting of the Cen-
Eral Committee of the KSC by Dolansky, and was explained politically by FPros-
ident Yottwald. The plen wes presented very cleverly, so that by merely reading
it ower and analyzing it according to existing plans, it was impossible to see
that the overall plen would have to be &1anged, md ’chat‘th,e #ffect on the Czecho-
slovek ecnnomy would be enormous, without also knowing the background of the new |
demand. The purpose of this report is not to analyze Dolanslcy's polemic spsech.
But in spite of this it is necessary to point to several basic facts which may
‘help in tmderstanding these developments. In the very introduction of his ex=
tensive feport Dolansky says that the changes in the Plan, which he calls only
an increased and accelerated Five-Year Plan, are in the interest of securing
the strength of the countries of the 'peace camp". ”olansky had to begin in this
menner because the analysis of the changes in the rest of the speech cannot be
easily understood to be in the interests of Czechoslovak projperity end stability.
4n important point in ris report is the statement that "industrial production
in Czechoslovakia is 850 perecent higher than under capitalism, and heavy medhine ,

od vt highest,
building, precision mschine building, and powerAm)reached double the foutput

5
achieved in Czechoslovakia under capitalism." lhis is presented not only to con=
firm the above explanation of the causes of these chenges, but also to give a
concrete example for the real avaluation of the eapacities of Czechoslovak indus-
try) es opposed to improper evaluetions; and to give a correct overall picture}
as opposed to tsndéntious end incorrect information. |

In other parts of his report, which is divided according to individual
vbranches of industry, Dolansky shows clearly the extent to which the USSR is
taking Czechoslowvak industrial production, sm® the industries in which this is
occurring, and the effect of Czechbslovak activity on fhe other countries of the

Soviet sphere. This winl be discussed in deteil in another report dealing with

wik the siznificance of Czeacho slovak dindustry for the USSR,
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Another proof of the above is in Dolem sky's report on Czechoslovak foreign

f

trade, in which he said that in 1950 €hechosl ovak trade with the People' s Yemo~
cracies and the USISR reached 54 percent of total trade, while the exports of
heavy end precisionxmmk machine building end metallurgy from Czechoslovak to these
countries reached 73 percent of total production. At the seme time imports of
basic raw materials from these countries have increassd by only 10 percent.
This is directly connected with the necessdty to develop new domestic sources
of the basic rew materials, evenvthough it is not financially profitable; in-
cluded he re ‘%{also the increased collsctions of serap iron, other metals, and
other raw material s

An‘oth‘sar important point in Dolansky's report is the question of the produc-
tion end distribution of electric power within Czechoslovakia end for export,
This will be discussed indepsndently in a further report.

j""olansky's report gives the imp‘y?zgssion of en overall expansion of the
Five-Year PIe.n and e general increase in the output of Czechoslovek industry -
and e conomyd In fact this overall increase is only epparent, end in reality
will occur ody in ceetain sectors, where & sharp rise in output will take place.
In a number of successful sectors, vwhich are important -to Czechoslovakia's ec-
onomy, there will be a significent drop, which is the necessary result of the
uneven distribution of mempower and the reorientation of the economy. There are
two possibilities in this case. The first is that the new Yive-Year P,en is in
no way fundamentally different fram the original plan, sincé some sectors of the
ordginal plen havg not been touched, and in others the report does not go into
detail. The other possibility is that in +he so-called useful industrial sectors,
which includes swh things as oivilia1}éonstructim, it is calculated that the plem
will not be fulfilled, and that in’c{rder to cover this up heasures will be taken
later against the "responsible functionaries". This corfesponds completely not
only to the mentality but also to the requirement s of the planning system, in
which for political reasons it is impossible to backtrack under vdifficulti)z:s
in sectors where 100 percent plan fulfillment is polx"bically required. This is

been and

ha s
particularly true in the case of the civilian sectorﬁﬁoh{\will be subject to

further strains.

—"
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There exists, however, a real possibility of further increasing the pro-
ductivity‘and capscity of those sectors of Czachoslovak industry on which the
principal emphasis is being placed, without the necessity of expanding  purallel

production. The technigue of this productivity increase, thevso—calied sirple,
or "dry" method, was worked out first by Soviet technical missions and adapted
to the working methods of the Sovist system. The system consists rrincipally
in further utilizing the exisﬁing means pf production by infiroducing second and
third shifts ; this disturbs the continuity of pro ductin the least and will
make possible a conciderable increase in overall production. Another of the
principal methods by which the Soviet system has been adgpted is to increasedjzﬂ
specialization in production, excluding less important products frovél¢nned pro-
duction, and transferring to serial production. These are the two main fuctors
which muy re«lly help toa§é§§Z$§?L%%3 new tasks and fulfill the new demands.
Bodain o fimtoheam e pokh wdsn raxmxeakmen dyscd mgumncharbeyappitedx Steps have already
been taken to apply these new methadls, both in thz introduction éf second and
third shifts and in the rejection from production of less imjothant products.
The pr, blem of further shifts is of course connected with the problem of finding
more manpower. This cads to the drastic and unporular step of drafting labor,
and transferring manpower from less important{and admimistrative occcupstions to
bacic productinn, In its original phase this program involved the replacemsnt
of maiéywogzzgz in less importunt awtivitics, wiedkeewemens This has wchieved cen-
Eii@f&blé#%uCgeSg; and and the majority of industrial enterprises of the main
basic industries are using two, and some three, shifts. By 1 November the first
phase of this transfer and recruitment of new panpower is to be completed. Even
if the recruitment of unskilled and insufficiently dducated manpower is unable
to keep pace with the rise in the number o! workers empldyed and with overall
productivity, even this meusure in its first phase has increased production and
aives every hope of furthar increasing it. Of course this means 2 net eqonomic
loss for Czechoslovakia, not orly from the financial standpoint, but from the
structural-economic point of vieﬁ, and also socially and morally. In addition
it means a general drop in working morale and a worsening of the general atmos-

rhere, particularly when the living standard is falling and the difficulties of

— e =
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life are increasing, The importance of the new demands of the Soviet program 25X1A

appears precisely here, where the accelerated fulfillment of the plan is nec-
essary without regard to the unhealthy phenomena which accompany it.,

The transition to the Soviet system has hdd its significance in the overall
industrial economy of the country, and in its internal egonomic, financial, and
administrative organization. Cne of the results of thisitransition has been the
abandonment of the previous organigzation of the economy in thise sectors-affected;
the general, regional, and enterprise manazements have been abolished, anfd ﬂhe
entire administrative system has been reorganized wccording to the Soviet pattern,

ity 211 il } )
the sopcalled "Glavkovy" Zﬁnidentifie§7 system. The new system consists of
susbsttuting for the general managements special ministries, which have special-
ized tasks. In the face of the further development of and the new demands on
the main sectors of Czechoslomak industry the former administrative system was
no longer tenable, and became a hindrance to the production process, The gen-
eralvmanagements, which were under the Ministries of Heavy and Liaht Industry,
did not have sufficient authority, and in a1l basic and important decisions were
subordinate to the miniétries. This led to an administra%ive and functional
duality, which made cperation much more diffieult, and finally made of the gen-
eral managements an auxiliar: and supplementary administrative compgment of the
ministries instead of a real executive organ., This situation was then trans-
ferred to the lower components of administratign which were suppqsed to be di-
rect organirzational and production agents. The Ministries of Light and Heavy
Industry, divided into ind@vidual eectors under the Deputy Ministers, wére bri-
ginally to be only supervisory and control organs over the activities of the
general managements and the enterprises in the various sectors; in fact, how-
ever, theﬁ took over é%ﬁmk authority. Responsibility, hoﬁever, was left with
the general managements, which led to an untenable and completely inflexible
{encrmous
situation, filled with internal disputes, particularly when, later, the jdn-
dependent national enterprises, such as the Czechoslovak ConstructionﬁPlants,
were formed; these wure so large that they could no longer be handled by the
general manzgements. The present "Glavkovy" system, therefore, consists in
the fact that the supreme agency of the entire organization is the individual
ninistry concéfred. Within these ministries there is another dividion into

-
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two prineipal scctors, the organizational section, including fimaneial, , ad-
ministrative, and plamning matteré, and the production éection. This means
that all the present economic ministries, both the new ones and those which
had alreudy been in existence, are reully nothing but generél managements,
so-that &ach-large national enterprise is under its own ministry, or rather
under a deputy minister who mey have several more enterprises within his Juris~
diction. In this manner the former duality is to be done wway with and the
number of nonproductive administrative Horkers is to be sharply reduced. The
reason this system was not introduced in Czechoslovakia until now,although it
was decided on in 1949, was the complexity 6f the Czechoslovak economic system,
At the same time that the transition was made to the "Glavkovy" system
the existing, widespread system of enterprise management began to be dismantled.
This system, known as SPH (Socialisticke Podnikove Hospodarstvi - Socialist
Enterprise Economy), was basically only an impeoved Bata system. During tﬁe
period when Dr Holy, fhe former general manager of SVIT and later Beputy Min-
isterof Industry was in office, this system wngggopted on a nation-wide basis,
and not orly thé national enterprises, but even certain offices, were to be run
on the basis éf it. The system consisted in dividing each enterprise into so-
called éenters which were to be managed separaﬁely and, what is more, had to
show a financial profit. Bach center had its own budget and plan; if the rlan
was overfulfilled the employees were to receive a bonus, while underfulfillment
meant deducticns from the employees' pay. This sybtem actually worked in Bate,
and does 58 today in SVIT, but when it was introduced into dnterprises making
semifinished products, or those not producing goods at =1l, it led to ridicul-
ous paradoxes. In addition the system required a considerable increase in ad-
minsstration, and each center was to have its own accountant. But the decisive
factor was thet the government tried, at all cost, to rrevent the transition to
the bonus system, in which the employees wereﬁo receive extra pay when the plan
was overfulfilled. The system wés therzfore ;alled unsocialist, and Dr Holy
was accused of irregularities in his activities in Zlin, primarily in the period
after May, 195, (The fact is that Holy did behave as a dictator, and forced
his system and his methods through in all fields.) At present Dr Holy, who was
arrested for a couple of days, is w rking building highways near Frague, and

his sybtem has been abolished and replaced by another, Soviet system.
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Another important change which is connected with the intensification of

war preparations is the fact that, beginning im the spring of 1950,the Czechoslovak

army has been taking over installations, primarily induitrial'enterprises which

make war méterial. This is done under a law which Cepic%a promulgated. In ad-

dition the army has obtained influence in a number of other enterprises which

are indirectly ensaged in supplying the army. In these enterprises the position

of military experts is similar to that of the Soviet missicns in other plants.

The law giving almost unlimited authority not only to the army but also to the

NB was proposed together by Cepicka and Kopriva, and hac had an enormous effect

on the eﬁtire ecanomic life of Gzechoslovakia. At the sgme time the army be-

gan to build up large strategic reserves of goods, fuels, and other materials, and

thekx daily consumption of these materials increased enormously as a result of
Gl st | [

new orders which Ceplckai%ﬂhﬁuﬁ, At present the daily ratlon of food for the |

Czechoslovak army is greater than British soldiers recelVed during the wir, f

computed in calorie value. The army also has priority iﬁ ordering almost all

syticles. Thus for example all automobile repairing is ?one either by the na-

tional enterprise Autorenova, or by the cowmunal énterprises. Almost all the

branches of Autorenova have been taken over to work exclusively for the army;

while the communal enterprises repair primarily automobiles for the mational

enterprises and private auntomobiles must wait until time is available. Of even

greater irmportance is the fact that all repair parts, as well as 2ll new Curs,

are under the control of Autorenova,—and are thus reservéd for the army. A

nzticnal enterprise may obtain a part necessary to keep an automobile running

only on special order, while a'private ownef receives no parts,

These efforts by the army have had a very irportant influence on the over-

all lowering of the living standard; it has also affected the supply situation, i

is also part of the gredual transiticn of the entire couﬁtry to the Soviet gys-
tem. Similarly to the situation.iﬁ the USSR the Czechoslovak army 1s today be=-
coming an independent unit, a sort.of state-within-a—staﬁe; itﬁas the groadest
authority, and may interfere into the economy of the couﬁtry, which in turn must
adapt itself to meet the army's needs. The Czschoslovak‘militqry program is
of course a part of the overall Soviet program, just as in the other ssiellite
==
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states, This new rosition of the army has been unfaworable for CZW
for both internal and external reasons. The external reasons are that the same
situation h-s prevailed in the other satellites, and the same results have been
noted on the ecpnomies of those countries. This has meant that those countries
have had to restrict their exrorts, including those to Cze¢thoslovakia, and
ircluding exports of goods which at present are very impdrtant for Czzchoslovakia,
guch as food and other materials nscessary to keep Czechoslovak%znigz!even ec-
onomic keel., This situvation has affected, for example, deliveries of meat from ;
Poland and Hungary, and of fat and other products from the other Feople's Jemo-
cracies. This sort of thing i& inevitable under common ﬁlanning by the Soviet
system, since all of the Fecrle's Democracics have become a sort of pool of
m:terials, and an zconomic difficulty in one country nececsarily has its effect
on the internal situatior in the other countries of the syhere. The same thing

occurs in the case of nonfulfillment of plans in one country,

The overall Soviet economic plan and the cverall plan of the CEMA are closely
connected, are complehentary, and both are war plans., In these plans Czecho-
slovakia, because of its industria;f:;;;gzggag;;j;;; its poésibilities for ex-
pansion, has a leading position. Czachoslovakia thus bakes sucond place to the
US8R, and only after Czechoslovakia do the other Feople's Democracies core, led
by the German Democratic Republic, since, aftef Czechoslovakia, this ie the se-
cond most highly industrialized covntry of the Soviet sphere. China has a special
position in thé%dviet sphere. A cpecial report will be made on China and on the .
order of importahce of the individual countries of tre Soviet sphere; this is
necessary since each tountry is considered dijferently from different standpoints,
and neither the importance, nor the importance attributed to each country by the
USSR, is the came in all ;%%pects.- |

The economic aspect of Czechoslovakia, that is to cay the heavy and wer in-
dustry of thaf,country, is today of the greatest irportance for the Soviet Union,
and it may even be sgid that up to now has been of greaster significance than the
direct military interest in Czechoslovakia. In this, of course, one must be very
careful, and consider a large number of factors, such as the priority Juestion of
formation of reserv:s of all war muterial, thé armament and material capabilities

of the various armies, the political reliability of the army, and its fighting mo-

— —
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rale., In this respect Cgzechoslovakia today ocecupies fifst place as a country
which is an imporiant supplement to actual Smyisk production in the Soviet plan,
and a key agent in the smconomic and military plans of the CEMA.

Of first importance here is the extent of so-called aid from fhe USSR, In
the case of Czechoslovakia this is as significant as it is probkematical, and
takes two main directions. These are technical, and eccnomic, aid.

The U8SR gives technical aid to Czebhoslovakia in several ways. These are

primarily the sc-called technical Soviet missibns, which have been discussed in

won _
another report; then information}and the introdiction of Soviet productim methods

_into practice; and finally working directly according to Soviet production plans,

In this latter field the exchane of ®echnicians in close cooperation is actually
accomplished., The aid given by the Soviet technical missions should be pointed
out in connection with the dwality of their awtivity; to a small extent it con-
sists of factual, technical aid in speclal production, subb as in smelting 8oviet
ores in the metallurgy industry. To a greater extent, however, it consists of
controlling production, in sesking ways to increase pretuction, and finally, in
actually copying Czechoslovak ﬁroduction msthods and Czechoslovak patents. in
«Soviet and |
a number of cases this led to difficulties b;%§zgﬁvgﬁgjgzéchoslovak technicians,
such as in the Skoda Works in Flgzen, and in the Zbrojovka-Brno. This played a
role in the Sling affair, since he took the side of the Czechoslovaks in cne or
more of these arguments, when they refused to hand over patents to the Soviets.
The information supplied by the Soviets, and the Soviet pfoductifm methods, are
not only a political progagand: item, but a real factor in production. These
ar:;\hgwever new, penc‘fe,(:’oeeqJ and superior working methods which th;%oviets supply,
since in the majority of cases the Soviets use older methods than the Czechqslovaks,
but the Soviets supply rather techniques for better and rational utilization of
old mechanery, old material, and substitute muterial, particularly in place of
rare metals., Examples are Bykov's high-speed cutting system, and Lydia Korabel-
nika's techniqué:é. In this connection Soviet production is perfectly organ-
ized, and is able to make savinge at the cost of relatively little quality drop,
and tle y are able to get maximum use from old and substandard machinery and fools
and avoid great disruptions in prodiction. The work that is done according to

Soviet production plans is primarily that work done directly on Soviet order.

—)7-
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In these cases it is in the interests of the Soviets to aid this prod:ction, 25X1A
Czechoslovak
and for this reasonAFechnicians have been trained in some cases in the USSR,

The economic aid given by theéoviet Unicn may be viewsd in two ways. It
is completely false to say that the USSR does not really give economic aid to
Czechoslovakia, but it is quite a problem to determine the price of that aid.

.The main types of industrial aid are iron ore, some rare ﬁetals, special
machinery, particularly for heavy' industry, hides, tektile raw materials, etc.
Only certain examples will be presented which seem to be the most outstanding;

if desired, more detailed examples can be given. The iron ore which the USSR
sends has a dual purpose: it is on the one hand to servé Czechoslovakia's own
producticn (which is of course in line with Soviet plans.and in the Soviets' in-
terest), and on the osher hand to serve Czechoslovak production which is directly
for the Soviet Union., Ther: are considerable difficulties infthis connection,
however, since Czechoslovak blast furnaces are designed to process other types

of ores, particularly Swedish iron ores, and when Soviet ores are use9 up to 60
or 70 percent of the ingots produced must be rejected from furth r precessing.
The Soviet technicians have been trying for a long wime to remove these diffi-
culties, but without any particular success. The same intentions are visible

in Soviet deliveries of other ‘asic raw materials, particularly nonferrous metals,
as well as in deliveries of machines. In all thes:z cases priority is automat=-
ically given to production which is for the USSR,

Unforeseen difficulti;;s occurred las%%§gar in the éeliveries of goods from
the USSR, and the volume of these shipments was considerably reduced. #s a re-
sult ét the end of last year Czechoslovakia could no longer maintain the loval of
deliveries of goods to the USSR, This situation naturally aroused the displeasurc
of the Soviets, and a new long-term agreement was signed with the USSR, which
mean$ that Soviet deliveries were to be resumed in proportion to Soviet demands.
In%he case of other raw materials, such as 1eéther, textile raw materials, etc.,
the larger rart of these are processed for reexport to the USSR and only a small
psrt remains in Czechoslovakia, where even it is used primarily for production
zecording to the overall plan and not in the interests of Czechoslovakia. Thus
it haypens that the USSR delivers Uzechoslovak shoes and textiles to Poland within

the Soviet-Polish trade agreement.
. f —
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Thefoviet Union gives actual aid to Czechoslovakia in the form of food, 25X1A

rarticularly grain, flour, fodder, etc. actually, the propaganda that is
directed at these deliveries isg mistaken, and most people react to it in the
¥mE opposite way from what was intended, sincé this aid to Czechoslovakia ia
actually carried out, and the prices for basic foods are generally lower than
current prices on the world market. The questionable feature of this ikes only
in the general picture, in that it involves cooperation with the Soviet sphere
and other conditions on the deliveries. But the price on the materials delivered,
and their quantity and qualit¥>ars not to be questioned, The USSR has today
the eapacity, if needed, to cover all of Czechoslovakia's basic food require-
ments, and it is incorrect to underestimste this capacitf. In this ﬁanner it
would be possible, for example, to solve the most precssing question of today in
Czechoslovakia, and at the same time establish a basis for increasing industrial
production, The largest reserve today of manpower in Czechoslovakia is in agri-
culture, which, however, itself i short of manpower, since it has its own high
production goals., If, however, the USSR, perhaps together with the CEMA, could

assure Czechoslovakia supplies of food, so that agricuvlture woild cezse to be

such an important economic component of Czechoslovaﬁ£ife, it would be possible

to solve the problem of the shortage of industrial manpower overnight., This

decision has not yet been made, however, The main reason for this is the awk-

wardness of the Soviet plaming and organizational system in the face of such a

prodound and basic change, and also the fact that the Soviiets have no desire to
«such a great

assuﬁE}féEfSﬁsibility for another country. 4lso involved in this are political

considerations of the unpopularity of such a step and the reaction which this

would surely cause on a gide scale. Still another reason is that this would

make possible closer relations between the individual satellite states, which

would possibly weaken the feeling of subordination th the]USSR, a development

which the USSR is trying at all cost to prevent. In this connection it ic well S
known that the USSR is strongly against any thoughtgf federation or of closer
relations among the satellite states without the GSSR having a leading role in
such negotiations. Examples of this are the fate of Dimibrov's suggestion of

the formation of a Macedonian federation, and the Soviet rejection of the Fed-

eration of Danube states.
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Soviet aid may be divided into two main groups: the first, deliveries 25X1A
within the framework of the bilateral, long-term commercial agreement; the
second, independent deliveries, those made directly accordiﬁg to separate
agreements within tte framework of the Soviet plan.

The deliveries of Czachoslovak goods to theéther countries of the Soviet
sphere,.which are also gent to the.account of tﬁe USSR, are purposely ombtted,
They will be discussed in a separate chapter. |

The first category, of deliveries within the framework of the bilateradl
Cpechoslovak-Soviet agreement, includes the so-called official commercial
transactions between the two states, This includes almost zll Czechgslovak
industrial production,bo%%fheavy and light industry. The majority of these
deliveries are publically known, and only the quanﬁities #mE involved are se-
eret; they represent the greater part of Czechoslovak fofeign tradg, however.
These deliveries include goods in all categories, from heavy industry to enameled
ware and glassware. Deliveries 6T heavy industrial goods are placed in the
overall agreement in such a!&&w'that they will be overshadowed_in éignificance
by the corresponding Soviet deliveries to Czeciosglovakia, These include loco-
motives, steam and diesel rail car$, machine tools, trucks, cranes, Tetallur-
gical products, and complete equipment for sugar factories, refineries, etc.

Mych the greater part of these deliveries is in the second category, that of
separate, direct deliveries, according to separate -greements.

In this category several entire factories, or rahhér their so-calied special
departments, work almost exclusively for the USSR. These sretial departments,
which are under the direct munagement of Soviet teéhnicians, were disqussed in
the separate report on the Soviet missions. This is particulsrly true of the
bagic heavy and war industry sector, where several facvbries ars under the
joint administration of the Czechoslovak Ministry of National Defence and the
Soviets. This is ‘rue of the spscial sector of the Skoda Works in Flzen;
of the enormous new branch factory in Doudlcvce near Plz;n,'which wss  planned
as o special department; Zbrojovka Strakenice, and Brno; CKD-Stalingrad; Sokolovoj

Dukla; Rudy Letov; Avia; Konev+Kladno; Explosia-Semtin; Dynamit-Nobel-Bratislavaj;

L v .
:}oldi; Trinec! Vitkovice; the new factories primarily in Slovakiaj; etec. The

uranium mines in Jachymov are entirely under the control of the USSR, as are

gthe Pelhrimov mines and the new ones in Slavkov. The above deliveries also iné?ﬁ44(4L
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actual military goods, such as armor plate of speclal steel, tank engines,

25X1A
special heavy military trucks, new types of large, three-cylinder locomotives

which Czechoslovakia has made according to Soviet models improved in Csecho-
slovakia, heavy artillery weapons; machine guns, antiaircraft weapons, (&1though
in this case it is possible that only parts are madg)iarga constructions for
Soviet factories and the so-called "structures of Coﬁmunism"; special machine
tools, such as milling machines and l:thes, made by the Wolmann national enter-
prise in Celakovice; spescial measuring instruments, made by Srb a Stys, air-
craft engines made by Walter, Avia?ngudy Letov (here also it is possible that
only certain parts are manufactured); busses, mine equipment, etc. This type
of production is very complicated and therefore is difficult to control. It
involved assembling in one place the parts produced by a number of other fac-
tories, We know specifically of the procedure in several factories, such as
the CKD-Stalingrad, Sokolovo, Dukla, CKD~-Slany, Rudy Letov, Konev-Kladno, Poldi,
Skoda-Plzen, Ringhoffer, etc.

For example, in the CkD-Sokolovoan exception is made for the production of

complete locomotives for the USSR, sinee for technical reasons these could not‘
be built in two places. These locomotives are made with double-gauge wheels E;
to accomadate different widéh tracks; this is an infllcation of the purpose to%
which they are to be %ut, in spite of the difficibty im the internal design of
these locomobtives. In addition the power output of the locomotives is too much
for Czechoslovak lines. The locomotives are being made in series of 16 or 32
each, In the case»of old, tested bypes of locomotives it uaed'to take adbout two
months to produce 16 of one type, using a full second and half;a third shift.
The new three-cylinder locomotives took almosgéix months to produce 32, and
specialized workers had to be employed on ths job. The final tests and ad-
justments took more than a month, since the piston tolerance was too small and
caused too much frietion. The new locomotives have three times the tractive
force of a freight locomotive at maximum load, which is as 120 km/hour ; other-
wise they can travel 160 km/hour.

In addition to locomo¥ives CKD-Sokolovo makes steaménd diesel rail cars

for the USSR. TFrom 16 to 32 are made at a time in the case of large ones,

and 6l in the case of normal ones. lhese, too, are completely manufactured

_ / —
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in one place. <Some of the efforts of this factory are put into serial production

tank track links?)
of tanks. Tank tracks an clutchesare made hers, and,in the special department,

parts are assembled. Trial runs of finished tanks are made by the Ministry of
National Defense, and it shoild be pointed out that the special department oper-
ates under the direction of the Soviet technicians with %he cooperation of the
Czechoslovak army. Clutches £§ank track linkéﬁ]are produced in series of 124
unis. The significance of the numbers produced in these series is not clear to
us.

We can give similar detailed examples in other sectors of production, and
can also give further details on the subjects already discussed. Since it is
very diffieult to give details while retaining some overall form in such a report,
and since we cannot in all cases judge for ourselves the importance of various
points, we suggest that if more information is desired it should be obtained in

the form of answers to concrete Questions, or could even be given orally.
20

e

Direct deliveries also include special production for militaryx‘whleh is
also sent to the USSR. Such examples are radio receivess and tramsmitting sta~
tions, both aircraft and field sets; telephone equipment and field telephones; au.s
speclal parts for radar stations, on the production of which we have only partial
information. Cther production in this sector includes railroad cars for the
Soviet rail system, primarily freight cars which can be adapted for military pur-
poses.

The deliveries of goods from Czechoslovakia to the other People's Democracies
congist primarily alse of military goods, and are distriﬁuted according to dir-
ectives from the USSR and their prodmction is also controlled by Soviet technicians.
It is impossible to be certain what groduction is for the USSR and what is re-
distributed by the USSR, unless the specific goods are to be used in the place to
which they are original¥y sent. A large number of delive?ies of this type go
- through the Soviet Union, which apparently does this for ;trategie and politieal
reasons, in order that the place of orbgin of the goods not be known and in order
that the USSR itself have a hand in these transactions. Further, in a aumber of
cases only partial deliveries ars made, and these are supplemented, or the finlshed
products are assemblad, in the USSR or else in their final destination. Ieihis

connection it should be pointed out that current production of arms for the armies

~— T
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of the Sovieb sphere are not only standardized according to Soviet mode s, but,

as far as we know, are mostly delivered by the Soviet Union - even Czechoslovakia
receives its arms in this fashion., This includes middle-sized machine guns, hand
grenades, etc, the produetion'of which in the USSR is very much simplified, and
well organized, soithat it would be unprofitable to produce these objects else-
where. For example, Czeébslovakia has specialized in the production of light ma;
chine guns of a new, perfected type, and, in view of the good machine equipment
of Czechoslovak factories, they have been reserved for precision and fine pro-

- duetion of the more complicated items in the arms program. As a supplement to
the military production program Czechoslovagréupplies textiles, processed from
imported raw materials, in addition to leather products such as shoes, belts,
ete.

In the other sectors of the economy Czechoslovakia supplies the People's
Democracies with goods according to the plans of CEMA; this is done particularly
in the area of basic heavy production for the industrial development of those
countries, while some goods are supplied for currsnt consumption.’ Goods are

also supplied within the framework of bilateral trade agreements which are ace
.btually formal documents whose main purpose is propaganda, since they are in turn
realiy parts of the CEMA plan. Deliveries of goods to Czschoslovakia sre also
- made in the same way, and also according to both official and secret agreements,
They include oil, maw materials, wood, etc. As has been said before, the deliver-
f ies of goods from the other People's Democracies do not equal even half of Czecho-
slovakia's exports of goods to them; in addition, these goods are of less impor-
tance to Czechoslovakia and, considering the valﬁe to Czechoslovakia of free foreign
trade, a great economic loss to the country, Thus Czechoslovakia is today a
creditor to the entire Soviet sphere, including the USSR, to the extent of billions.
"At the same time the Soviet Union, which in the 1ong—termicommon plan, both of the
USSR and of CEMA, is the guarantor for tmfulfilled delive%iés, while fhe losses
in trade at present are charged to Czechoslovakia.

Foreign tradw within the Soviet sphere 1s conducted on bhe basis of the ruble,
and thus through the Soviets' clearing banks. In addition nghhoslovakia may maﬁé
considerable claims on the gg}ﬁ_ggyl which is set sside for purchases in the West,
as well as on the foreign exchange, part of which?is in Paris in the Banque des

Pays de 1'Europe Centrale.' Here, too, Czechoslovakia is at a considerable dis-
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ddvantage, and reccives only deposits from its share in this fund. wWe have 25X1A
already written about this elsswhere.

As is well known, Cgzechoslovakia is delivering more and more pmoducts -
to China; these include arms and equipment for the army as well as minilig and
factory equipmen:?dmany technicians sent by Czechoslovak‘ factories., At the
same time we are sending various ;:;\:s and equipment to North Korea dnd to Viet-
Nam.

In agreement with the USSR, Czechoslovakia has sent to Israel antiquated
war material, primarily of German origin; thess materiuls have also been sent
to the Arab states. There were political considerations, of course, but the
main interest was in obtaining foreign exchange. In the‘ same way in 19h9 and

1950 arms were flown to various couhtries in Bouth America. These arms in-

cluded machine guns, and it is not known what their final destination was.

Approved For Release 2001/§5§)§E}Wﬂ1§3@‘ﬂ6h§sgﬁv‘



Approved For Releasé 2001/1 2/10 : CIA-RDP83- 00415R010200120004 0
"25X1A. .

S SECRETcc. .. . ocoii \._

%rder that Czechoslovekia mey fulfill the demands made on her w n
the frame work of the total Soviet. program, it is necessary to fulfill several
fundamental conditions, ( It is necessary to consider that Czechoslovakia does
not receive counter deliveries which even approximate the amount of Czechoslovak
exports. This holds true both for the USSR and theé:tates of the Soviet orbit,
Czechoslovakia does not even receive sufficient raw materials which are the
basis for fulfilling the entire plan progr

(of foreim trade . ot (B the,

a, The adaptationk(first of all t-ths West) to the interests and needs
of the entire plan,

b, The search for new, domestie sources of raw materials,

e, Progressive increase of domestic, basic industrial production,

d., Increased power output thfough the full utilization of natural sources
and possibilities aimed at widest utilizationm. -

We do not intend to speak about the le tgal foreign trade carried on within
the scope of bilateral agreements here’ thnder these clauses, Czechoslovakia is
enabled to obtain raw materials and semifinished goods which fall within that
category of’goods upon which the US has placed an embargo, Considering the
embérgo and the loss of valuable exchange, acquired by Czechoslovakia up to now
through lively commerce with the West, Ckechoslovakia understandably began to try
hard to achieve economic independence from the West, This effort has been camouf-
laged by saying that the West will probably undergo an economic crisis. Czechos-
lovak industry tries hard to substitute for raw materials which have to be impor-
ted from the West, even if the substitution implies inferior quality and very
high costs of production, Cgzechoslovakia tries to produce the most varied indus-
trisl products (sometimes by copying Western patents) needed by heavy industry and
which have been imported from the West up to now, Finally, Czechoslovakia tries
to obtain at least a minimum quantity of raw materials from the West, necessary in
order to prevent industry from stopping, through some iilegal vay, circumventing
the American embargo,

It would be a mistake to suppose that these seemingly unreamlizable tasks
would result in overwhelming difficulties for Czechoslovak industry which would

have to stop, sooner or later, because of the loss of imports of Western raw

materials,

SECRET
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Although these difficulties often caused and continue to cause no: en

of plens in one or another branch of industry, nevertheless these problems are al-

ways solved basically, As far as the inpenetrable embargo on imports is concerned,

even now Czechoslovakia purchases products and raw materials in the West not only

i for itself but, for tactical reasons, it uses its name to ?make certain purchases

| gor the USSR

In certain spheres, Czechoslovakia has reached today & considerable independen-
ce from the West, For example, it produces many types of ball and roller bearings;
in certain instances Swedish balls are used in Czech bearings, At present, Czechos-
lovakia also produces special measuring instruments, up to jnow partially imported
from Switzerland, As far as raw materisls are concerned, we know from personal ex-
perienoe that, although by the end of 1949 Czechoslovakia made desperate efforts to
buy 1arge quantities of lead, today interest in buying this raw material in the West
has declined, so that it is necessary to suppose that Czechoslovakis already has an
Eastern source. In this connection, it is necessary to say, that according to the
communication of a general manager of an import company, since the spring of 1951
large shipments of various raw materials have been coming in from China,

.MWWOEMﬁm»@»WVM%iQ&%~4MM« ez
$teeli-in-the—-import—of-rew-materials,

As far as the copying of foreign patents is concerned, although against inter-
national rules, Czechoslovakia has imitated the USSR, Foreign patents are now
ccpied)aa/ they have been copled in the USSR for a long time, This activity has
accelerated industrial processes., Very often, experts examine foreign products
which may be obtained freely on the Western market and hope to find parts which will
help in the production of entirely i)roic'i'ijwta. It often seems ridieuluous when
Eastern delegates purchase, seemingly for their own use, very varied and often
luxury items (for instance s television sets when television;broadoasting does not
exist in Czechoslovakia), These delegates purchase on the t;aasis of centralized
orders,

By copying various new parts (for example radio tubes), industry can accelerate
the production of means of telecommunication (radar, etc) and through the chemical
analysis of ® metals, alloys, and other materials it can improve the quality of

progucte. SECRET
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For example, it often happens at the present time that the Czechoslov

enterprise, Tesla, produces radio sets which equal qualitatively the beet in

Ap?rovedgﬁor Release 200§ﬁfhp CIA- RDP83-00415R010200120004 -0 25X1A

Europe, while as far as innovations and improvements are concerned, they are
absolutely the best, Tesla uses mostly Philips radlo sets for models,
This procedure is also applied in other less importent cases when Czechoslo-
according to/
vak production is improved ‘foreign patents or according to production end instal-
lation processes taken over.?; This is done, for example, in the production of
refrigerators, where the Czechoslovek %ﬁegation acting upon orders brought
2 Qs foace wiara Arve o ,ZL, £ GAR J_\)
various types of foreign refrigerators, :vacuum clesners (Swedish nanufacture)
and other items, Jiri, himself, witnessed the taking over of the original French
Rocquefort cheese, whose mould wag artificlally msbrgexeit adapted to mould produc-
tion in Czechoslovakia and, today, Czechoslovak Rocquefort is successfuly ex—
ported abroed and qualitatively it 1is difficult to tell from the French variety.
(In 1948, after a sudden extinctlon of the mould, Czechoslovakia tried hard te
obtain new cultures in France, The original Rocquefort was brought to Prague a7 JPL"’W
personslly by the present chairman of the Czechoslovak National Assembly, Dr
0, Jobn,)
Sinee 1o Lee LLA'V\'U*S €y
Fgm the summer of 1951 , METALIMEX, the chief firm interested Meswlf in
the import of raw ma.terials, <Prague i1, Stepatﬁca.'{director Axler, deputies
o d A '
£ Nemee,AMizera), ﬂhiefly these goods: electrolytie copper, lea(_l casbiings
scrap irom, molybdenum, tungsten, end various other scarce metals and their gl
loys.
5( PR §
The entérprise INVESTA (part of KOVO)} director img Sirucek, director
Barak) interested itself chiefly in the import of special machines from abroad,
It is necessary to observe here that Czechoslovakia was ordered to purchase all
the machine tools possible for the USSR end that this was carried out mostly in
Western Germany, where Czechoslovakia obtained machine tools in exchange for
s-bockings. INVESTA also interested itself in rolled materials (see negotiations
At M,g,é,au 2 4 el wes,
with the Montana firm in Linz), exd-hed coke, amgements, for example, O ""f vital
importance for Austria, To a large extent, INVESTA. acted in compliance with
Moseow's orders which it received from, among others, Soucek, the deputy Winister

of Foreign Trade,

xff (‘P\‘Sb
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The former deputy of the director of INVESTA, Hizera, falay “an important rcle

in Berlin, as ¥ will be shown later,

The enterprise Kove, Bratislava, Directors: Snab%'. Among other things,
the enterprise was active in the purchase of industrisl dismonds, Even now,
these are legally imported from Switzerland, and illegally from other places,
such as Holland, South Amerilea, and perhaps from Israel,

KOVO, Prague, was active in ball bearings which it obtained mostly in
Western Germany, Of late, attempts have been made to purchase Japanese bearings,
but at the beginning of the summer of 1951, EOVO declared th_ai; it had obtdined
guaranteed, steady imports and deliveries from Szazeciéf:;;ﬁgiaewhere, so that
there is m risk involved, These are merely those firms with which we had es-—

J tablished contact; it is certain that the evtent of this illegal trade centinues
to be huge, ' cendies

Essentially, it appears that there existed or exist 3 main u-’hu for
this business: Vienna, Berlin, and Zurich, Tt aggExss appears, that of these 3
places, the greatest cooperation between the USSR and Czechoslovakia took place
in Berlin, where Czechoslovakia delivered trucks with textiles directly for such
items as steel, ball bearings, and machines forsl:;ime USSR, Irf Austria, as far aa
we know, there exists a limited cooperation between USIA and Czechoslovakia.
Czechoslovakia, however, progresses there independently, just u Switzerland, dems,
In exchange, Czechoslovakia has to of fer such items as coke, coaq, sugar, textiles,
ete, This is one of the reasons why, in spite of difficulties from the Americans
st¢e and bureaucracy on the part of Czechoslovakia, trensactions are being realized,
The goods delivered have a higher price than gold, Mizera, who was, for a rather
extended period of time, the special representative of KOVO in Ber]r.)in ecarried out
several coaJﬂ. E:fsicmni ’xguflpftng i;rito the billions, according to q;e chief,

We may, = . analyze in detail some 1llegel transactions
carried out up to the sunmer of 1951, including persons and firms both in Czechos-
lovekia and abroad who were interested in this business, (switzerland, Italy, France,
and Germany are concerned here primarily), In this way Czechoslovakia tried to
secire for herself a sufficient and steady flow of basic raw materials, With
the tightening of export controls in Western countries (especially after scandals
ceme to light in connection with expdrtis of tin and nickel from Belgium %’c

deliveries which were made within the framework of the Marshall Plan -
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in the year 1949/ 50)Czechoslovak1a's position was still unfavora e, in sp e

‘. * 25X1A

of the methodx chosen(which was contrary to the entire political concept. (ime
port of some basic raw materials from !ugoslavia’)}by way of Switzerland, without
official knowledge of Gzechoslovakia.>
The import of these basic raw meterials by this method (foreign black
markets) eontinues in a large volume, in spite of all gsemctions, but iqlls a
comparatively uncertain source about which ij never knows whether it will
-wt.\be interrupted, at least temporarily; and'% ﬁay cause a stoppage of in-
dustrial groduct’ioﬂ at a critical moment because of shortages of some specific
raw material,
Recently Czechoslovakia has started to pay more ttention to domestie
(Ao ’Frf%z,u L Crectuls fag Wu’é

gources of raw materials and to"Anatural resources. evelopn}?ﬁt is qu::.te M”“‘" X ;)‘s
complicated and in former times mining was often abandoned (or it wa;wnot . e
even begun) because it was unprofitable for an entrepreneur, Bincerthe cost

of production was much higher than the price for which the material could be

obtained on the international market. Today, the matter of cost is not of

primary importance, the main considerstion being the material's economlc

jmporbance and so old abandoned mines are mgopened once more and new dig-

1,
gings are started everywhere, where there is an indication of material being

A

present.

Thus, the large scale mining of silver, lead, and other minerals was
resumed in Pribram,cNew mines arg belng Opeﬁedmé%olqcaw and Karlov;’
Vary ( among others, the new uranimm mines in Slavkov) and a nurber of
other places in southern Bohemia (at Krumlov, Jindrichuv Hradec, ete.)
The%é:eait‘er of these new mites is the Czechomoravian M ﬁtm : p@vﬁ Eu.fa,-\l}
in the southern section near Mrakotin and in the center of the belt) near
Skuteé. In southern Moravia, near the Austrien border, in the neighborhood
of Straznice both on the Austrian and Moravian side,,a long belt of oil wells
has been started, in cooperation with the Soviet zone of &uatria., This belt
extends as far as Slovakia to the neighborhood of Gbely, the location of»
the only éiliwells in the former Czechoslovak Republiec. In the central
Slovakian mountain range a great many new diggings have been started in a
search for the most varied ores. 0ld diggings have been renewed in spite.

of the faet that mining in them had been entirely abandoned or greatly

reducedAppraneaheoﬁmwzmﬂzm%‘@mﬁrﬁqﬁ%%?w&%ﬁ%%ﬁa—o
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Czechoslovakia 1s using coal at a continually faster rate as an“exchange

-

item in its foreign trade (Br example, Austria)and especlally in the black
market, Increased coal mining 1s to enﬁ;hle Czechoslovakia to produce more
electric power which Czechoslovakia wants to use as a medium of embhange
in its foreign trade especially Austria and Bavaria. (;Eé Ja. pol;ltical waf{c_r\
meamure of cooperation with Poland)

Two gources are used in the production of electite power: water
and inferior coal and coal scrap. The construction of a network of
hydroelectric plants is being started, to fill in the gap with plants
using '&oeii.s-emp. The goal is to secure for domestic uée 8 steady supply
of electric power in all sctors without funning the risk of even temporary
interruptions or weakening of the current because of outside (natural)
reasons. For example,the water level is an important factor which has
to be taken into consideratlion. For these reag_%zz;a 8e ity measure

/ , \a 23 .

was initiated within the domestic framework. 3he” gsoschlled east-west awiacw
power line whose task it is to complement the Prague and central Bohe-
misn network in order to maclude any posaibility of interruption of
power delivery was built. This line is especially important now, in
time of increased consumption, caused by the establishment of round-
the ¢ losk working time in all large industrial enterprimes. This%‘i\'iﬁr':—“ey
diverts surplus power from the Slovak and Moravian network. The line
can be seen at a distance of approgimately 3 kilometers from Libeznice
(north of Prague) where it cuts across the main highway at Melnik.
As a result of setting up this line, the entire country has a continuous
and uniform supply of electric power, and in case of possible breakdown |
or loss of output on the part of some power plants in economically and
industrially important regions, no sericus economic disruption orftsfﬁght
paralysis will result. The lowered power is immediately compensated for
from the line and a temporary stoppage of power production in cne or mor:

plants will be unnoticeable.
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This internmal plan is) in operation) directly dependent on the long-term plan

for the export of electric power, primarily to Lower Austria and Bavaria. This
plan includes the construction of two main sleetric pdwer plants: one in northern
Moravia and one in Southern Bohemia., The one in northern Moravia is to be on

the border between Moravia and Poland, and is to be the largest power plant using |
waste coal and low-quality Polish coal. 1t is to have double connections: one !«
with Poland and one with the main power line, so that power can be exported to
Austria. The south Bohemian piant is to be hydroelectric and is to supply Ba-
varia over the main power line. The political intention of making Germany and
Austria partially dependent on deliveries of elesctric power from Cﬂzechoslovakia

is apparent here. The plans have already been worked out and presented =zt a meeting
of the power sectlon of the Economic Council for Ewrope in Gensva. In principsle
they have been included in the overall ”‘uropean programe. The realization of these
plans depends on Gzechoslovakia's obtaining dollar eredits for building the plants,
The negotiations in Geneva of last year have not yet rea hed fimal agreement. We
obtained our information on this subject both from Fousek and from Engr Frantisek
Homola. The latter was Deputy General Manager of the Uzeehosloyak Power FPlants,

and was coauthor of T,he plan for export &nd for the main powerkﬂ% is a personal
friend of Jiri, Thqi‘dinistry of Foreign Affairs also negotiatiéd concerning his
dealings in Geneva, ' Jiri brought about Homola's meeting with Sekaninova, Augen-
thaler, and Tauber, and was on the program of thg’ézecho slovak deslegation for the
meeting of the Economic Houneil for Europe.

Inf:onclus;ion it is interesting to point out tlat the wntire plan of electri-
fication is based on the German plan for an electric‘,,ipower axis to go from Silesig)
acopss the Protectorate of Bohemia and Moravia,to Bé.varia. The construction of
this line, which was bsgun during the war, was interaupted by the approach of the
Soviet armies. i

Even transportation is being ef:faorganized both th serve military needs and
to sefve the expansion of war industry and to improve connections with the East.
Wow, for example, a large, strategle line is being built from East to West.

This line is to serve primarily military needs, and is avoiding large cities.

r€-
It can be seen south of Sedlcany, whEme near wh%a' it crosses the Vltava.

— 3 wL
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Similarly, a military bridge is being built south of Prague, below Barandov.
The above-menticned line is to lead from Kosice to western Bohemia, probably
to the region of Cisarsky Les, near Marianske Lazne. It is interesting that
several new feetories, such as '%? factory near Zdir; Fumiiewbkfiienif in the
Czech-Moravian upland region, kx are being built near that line. At the same
time the production of ra.ilréad freight cars with two gauges is being sharply
increased. We kﬁow this from Oto's €riend Kacir, who was empléyqd in the car
exprting section of Tatra-Ringhoffer}ﬁcﬁiereas highways in Slovakia apd beiA;?

built, and mainteined in good repair, this is not true of Bohemia, apparently i-

becaﬁse bad highways are considered advantageous for defensive action of the g@
Czechoslovak army. I@Bther words, in view of the rising degree of motorization '?{;1L (
of the western armies bad highways are considered to be less of a disadvantage/ 37“
to the Bast #han to the West. In the producticn of light and heavy trucks, the

Czechoslovakds factories are now producing passgnger cars only as a secondary;

¥

matter. The main effort is in equipping the army, the police, and the armiesgg

of the other People's Democracies with trucks. According to information from

P g

Oto's cousin, who is employed in the Motokov vehicle export enterprise, Czechos

G

slovakia and the USSR, which are the only large producers of vehicles aulsgag tlg
Soviet bloc, are trying to standardize their production of vehicles, in orderi% 11 )
to simplyfy production and to reduce the numberg of spare parts necessa‘r_y;} l"i Nt
\ The production of synthetic gasoline now includes aviation gasoiir;;,‘z;xich ’3

has, however, an octaﬁ%e number of orly 7h. Enormous strategic stores of gasol-
ine are being built up, and it asppears that undeggound storage is beingiused; 25X1A
some such facilltles existed even before Munich, in the Czech-Moravian uplahd
region, for example. This last informatinn comes from Colonel Cerenskﬂ

Even the present-day oriéntation of the construction industry, for example,
is directed to builéiing military installations and on the planned expansion of
industry, according to recently changed plens. Civilian consf.ruction ié left with
only a small, formal allotment, and the construction of new living quarters for
workers in éonnection with newly established industrial enterprises im counted
as civilisn production. While new factories are being built all over Czecho-

slovakia, generally this construction consists only of enlarging already existing

factories, rather thanof building completely new ones. -Ex&mples of this expan~-

. Zfﬂ’ Ot W D. Vi INieD Uitk t
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sion are the Skoda Works in Plzen, Rudy Letov, Avia-Letnany, etc. We know of
only a small number of new enterprises, which we mention as an exampie of the
expansion of heavy and war industry. These are primarily the new construction
in Ostrava, the so~-called small Donbas, consisting of an expansion of the Vitko-
vice and Trinec Ironworks, the new Zdirec plants, and the new Gottwald Metallur-
gical plants in Kuncice. Slovakia is separate in this matter, since a completely
new industrialization is being carried out there, The original plan has been
kept to a considerable extent there, since it is in a better location strategic-
ally and lies next to the Soviet Union. The original plan has been changed in
that, instead of existing industry being transferred there, so that the princi#
pal heavy industry of the country would be located in Slovakia, the present plan
calls for the expsnsion oghzlready existing production of Bohemia and Moravia,
even if the capacity of some enterprises fmx planned for Slovakia is to surpess
that of the Czechm Provinces. The new enterprises in Slovakia include the heavy
machine building plants in Svaty Martin, which are an independent branch of the
CKB; and whose specialists have directed the plenning of the plants, requiring
a division of production tasks; The branch plant of the Skoda Works in Tren-
cianske Teplice, which is being built under the sé.me ‘coﬂditions, although the
construction isn't completed yet; The Kladno Metallurgical Flants' (Poldi'é)
branch in Podbrezova, where the ironworks are being expanded; and the HUKO [ o
identifieg plants in Kosice, which the Moravske Ostrava enterprises are involved
in. Entirely new plants, whose internal comnections we do not know, are being
built near Ruzomberok, and?;f‘to be among the largest Slovak heavy industrisl com-
bines.
This report, in spite of its considefable size, is to be considered as only
a partial survey of the actual present economic situation in Czechoslovakla, and
of the position of Czehoslovakia in the overall Soviet pro'gram.' We have presented
only g::;%;dexamples, which we know either directly or from completely reliable
and informed sources. As we have alresdy emphasized, we cannot go into deail in
a large number of matters, since we are not technicians. This is trné even of
areas where our information is more detailed, since it wodld be necessary to make
our report directly, orally, tc a technician.
of Czechoslovakia and its
This report is to give a durvey of the industrial potential andlpossibilities

for expansion. This has been clearly shown, we believe, by the increase of pro=-
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duetion which has occurred since 1915, when compared with the prewar capacity:of
Czechoslovakia. And it is our opinion that it is necessary to take into consider-
ation the chenged political situvation in Czechoslovakia, which is the main source
of this increase in production; i.e., the superiority of the so-called éocialist; .
or rather state planning of mmmma the ec nomy and of industry, as has been ex-
plained in detail. This explains why Czechoslovakia has achieved such a leading
position in the overall Soviet program, and why the economic significance of
Czebhosglovakia means that Czechoslovakia is also politically significant to the
USSR,

According to a sober estimate, based on factual information, Czechosdl ovakia

, with respect to basic heavy and war production,

is at present on an industrial level equivalent to that of a country of 60 to
70 million inhaibtants, although Uzechoslovakia has only 12,000,000 inhabitants.
In same sectors of supplementary industry and of consumer industry which has also
been placed at the service of the overall program, the prodiction ocapacity of
Czechoslovakia is even much greater. This is true of the leatherworking indus-
try, the shoe industry, textiles, and of several branches of ¥h= beasic heavy
industry.

In previcus parts of this analysis we have discussed the possibilities of
a further increase of the producticn eapacity of the country, particularly in
basic heavy industry, that sector which just at present is being expanded SO

feverishly. This possibility consists of a new, enormous recruitment drive to

¢ bring new manpci'/er intolindustry. This program is being carried out at & time when

the living standard is falling and when the superiorityies of the workers, ex-
cept for those in metallurgy and mining, is less than it has been. This means
that this program mhiimm most unpopular, both among persons recently
recruited for industry and among the workers. In spite of this it may not be

-

supposed that the unpopularity of these measures wil]kxave profound results on
th; nternal situation; quite the contrary, in spite of all of this the workers
will be recruited and production autometicelly increased in this mechanical way:
production capacity will be increased by increasing the number of workers and

of work hours.
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Th-erefore, according to our opinion, it is correct to assume that production
in Czechoslovakia in the'neap future Will increase further, even if the percent
increase will not keep pace with the increased costs of production. This, how-
ever, as we have pointed out before, is not a significant factor.

This report may perhaps help to explain the significance of Czechoslovakia
for the Soviet Union, and for the overall Soviet program. It should be clear
from the foregétng that the USSR is counting on a politically safe “zechoslovakia
as.a mainstay, both in the period of preparations and in the period of actual
conflict. This complete inforporation of Gzechoslovak}a into the “oriet pro-
gram means that disorder in Czechoslovakia would meag% blow at the Soviet Unian,
and & blow in a very sensitive spot. One camot count on an internal blow in
Czechoslovakia, however; th#s must come from without, consisting of an econ=
omic blocade of Czechoslowmakia, isdlating that country, and cutting it off from
its usuval sources of raw materials and other necessary goods. This is shown by
the constantly increasing political control in Czechoslovakia, which appears in
the ever more frequent and more dudden changes, and the centralization of the

‘pafty and of the state power, wich have by now becdme almost one. All the
changes and events of the recent pericd in Czechoslovakia should be viewed from
this standpoint. And thié is another confirmation of the importance which
the USSR attaches to Czechoslovakia in its main intention, which is to equalize
the production capacity of the West and the Bast, so that within five years

the USSR may achleve the steel capacity of present-day Americas,.
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